This paper examines whether there is an existence of a short-term contrarian profits at the firms in Kuwait Stock Exchange (KSX). The role of return seasonality is also investigated. This article documents strong evidence for the short-term contrarian strategy in the Kuwait stock exchange. The result of this study finds that the short-term contrarian profits for the Kuwait market can't be explained by January effect. In spite of whether losers are smaller or larger than winners, there are short-term abnormal profits. Finally, this paper shows a strong symmetry between the winner and loser portfolios.
Introduction
In their Japanese study of short-term contrarian strategy, Chang, McLeavey and Rhee (1995) comprehensively investigate the performances of the short-term abnormal returns to contrarian investment strategies. They provide empirical evidence on the short-term contrarian profits in the Japanese stock. They show that January effect is not an important factor in explaining the documented short-term contrarian profits for the Japanese market.
By using the Chang, McLeavey and Rhee's (1995) methodology, this paper aims to investigate whether there is a short-term returns to contrarian investment strategy applied to the Kuwait Stock Exchange (KSX). Within the context, the role of return seasonality effect will be investigated.
The remainder of the paper is arranged as follows. Section 2 reviews the previous results in the literature while Section 3 locates the sources of the data for the present study and discusses the empirical methodology. Section 4 presents the results for both realized and risk-adjusted returns to the zero investment contrarian strategies, the January effect is also investigated as part to the analysis of short-run profitability, while Section 5 concludes the paper. Lo and Mackinlay (1990) investigated whether the profitability of contrarian investment strategies is due to the overreaction hypothesis or not. They resolved the non-synchronous trading or lead-lag effect by examining the magnitudes of cross-trading and index autocorrelation created by a simple but general model of thin trading. Lo and Mackinlay (1990) recognized another potential source of reversals profits. They showed that the profitability of contrarian portfolio strategies is not solely due to overreaction.
Literature Review
found that a considerable percentage of up to 24% of the variance of security returns is explained by bid-ask errors and time varying expected returns after excluding the unobservable bid-ask errors and expected returns elements of stock returns. In addition, they confirmed the result of Lo and Mackinlay (1990) that the asymmetric lagged cross-correlation is indicated by the expected return elements of large versus small companies. Kaul and Nimalendran (1990) examined the role of overreaction and bid-ask spread in determining the time-series properties of the short horizon returns of individual securities. A variance ratio test was used to determine the relative magnitudes of errors caused by the bid-ask spread and overreaction in daily stock returns. This method was employed by several studies such as Lo and Mackinlay (1989) , Cochrane (1988) and Poterba and Summers (1988) . Kaul and Nimalendran (1990) found that the bid-ask spread is a major source of price reversals in the short-run for the NASDAQ companies. On the other hand, they showed that there were positive profits achieved by contrarian strategies and not negative autocorrelation in security returns. This could be caused by a combination of the asymmetric lead-lag relation in returns as well as reversals related to the bid-ask effect. The results showed that there was slight evidence of market overreaction. They also found that over 50% of the daily return variance of smaller-sized companies can be explained by the bid-ask errors. Jegadeesh (1990) investigated the predictability of monthly stock returns by forming ten portfolios dependent on stock returns predicted using ex ante evaluation of the regression parameters. Jegadeesh (1990) presented strong evidence of stock return predictability. He found that monthly stock returns had significantly positive higher-order serial correlation, especially at longer lag and serial correlation based on twelve months. In addition, he showed that monthly stock returns had significantly negative first-order serial correlation. In other words, he found that a contrarian strategy of selling stocks that performed well over the last month (winners) and buying stocks that performed poorly over the last month (losers) yielded economically significant returns. Jegadeesh (1990) documented an abnormal stock return of about 2.50 percent per month from selling past month's winners and buying past month's losers over the period extended from 1934 to 1987. This short-term contrarian effect is attributed to illiquidity in the market or price pressure more than overreaction (Jegadeesh, 1990) . The predictable patterns of returns on individual securities are considered a pervasive phenomenon since the stock returns in all size-sorted quintiles display qualitatively comparable patterns of serial correlation. Jegadeesh and Titman (1995) examined whether the lead-lag structure is coupled with investors' delayed reaction to common factors. Therefore, they proposed a new model to allow for the serial covariance of security returns to be analyzed in four elements. The first three are temporary elements caused by inventory imbalance while the fourth element is related to the effect of serial covariance of the bid-ask bounce. Jegadeesh and Titman (1995) confirmed that the overreaction to firm-specific information plays an important role in contrarian profits and this result is consistent with Boudoukh, Richardson and Whitelaw's (1994) findings. Jegadeesh and Titman (1995) provided evidence that the dealers-inventory related market microstructure effect can explain most of the short-horizon return reversals. This result supports some previous studies such as that of Ho and Stoll (1981) who investigate the bid and ask price changes as priced by risk-averse dealers. Jegadeesh and Titman (1995) also confirm the results of Madhavan and Smidt (1993) that dealers take several days to work down their inventory imbalance. In addition, Jegadeesh and Titman's (1995) results showed that returns based on the bid-ask bounce calculated over the short horizon are less negative than returns calculated over long intervals. There is also an upward-biased spread when serial covariance of returns is calculated over long intervals and a downward-biased spread over short intervals. However, they showed that a small percentage of the short-term contrarian profits can be attributed to the lead-lag effect. Bacmann and Dubois (1998) examined the profit of a contrarian strategy using monthly returns of an equally weighted portfolio on the French stock market. They find that an increasing hold period leads to higher profits of the standard contrarian strategy, especially when the market is bullish. In addition, Bacmann and Dubois (1998) found that these profits are significant in France but they are less pronounced compared with the US market. They also investigated the lead-lag effect between big and small firms showing that there is no asymmetric reaction to good and bad news which conflicts with the result of McQueen, Pinegar and Thorley(1996) . Practically, the empirical decomposition is different from those of Lo and MacKinlay (1990) and Jegadeesh and Titman (1995) , since a lot of stocks and the factor loading are time varying (Bacmann & Dubois, 1998) . They asserted that overreaction to firm specific information plays an important role in contrarian profits.
Using the methodology of Jegadeesh and Titman's (1995) , Antoniou, Galariotis and Spyrou (2003) examined whether the short-term contrarian profit exists for stocks on the London stock exchange. The results challenged the market efficiency theory because they found that negative serial correlation of stock returns predict future returns and also the result cannot be explained by risk. This important result shows that zero-investment www.ccsenet.org/ijbm International Journal of Business and Management Vol. 10, No. 1; 2015 contrarian strategies provide significant profits. They showed that after adjusting for market friction, the contrarian profits are statistically significant, especially for extreme market capitalization portfolios. However, Antoniou, et al., (2003) suggested that concentrating on the largest portfolio to avoid large transaction costs and to maximize liquidity will generate more profit. They found that when employing only frequently traded stocks, the profits of delayed reactions are increased while investor overreaction to firm-specific information is decreased. They supported the result of Jegadeesh and Titman (1995) who state that the overreaction by investors to firm-specific information strongly affects contrarian profits. Kang, Liu and Ni (2002) examined several short-term reversal strategies in the Chinese stock market and the different sources of abnormal returns. They observed a negative relationship between the Chinese and the US stock market. Lo and Mackinlay's (1990) and Jegadeesh and Titman's (1995) methods were used by Kang et al. (2002) to measure if return reversal exists. They showed that some short-horizon contrarian profits were statistically significant. Additionally, they found that the main source of short-term contrarian profits was overreaction to firm-specific information and this result was consistent with most previous studies in the US, such as Lo and Mackinlay (1990) , Boudoukh, Richardson and Whitelaw (1994) , and Jegadeesh and Titman (1995) . The extreme overreaction is related to the lack of important information on companies, especially small companies, and to the irrational behaviour of individual investors in the stock market. Using value-weighted returns, more than equal-weighted returns, tends to reduce the profitability of the contrarian strategy (Kang et al., 2002) . They also showed that the lead-lag structure in the Chinese stock market tends to decline the contrarian profit, result which was inconsistent with most previous studies in the US.
Using the methodology of Jegadeesh and Titman's (1995) and Australian weekly data from Ordinary Index (AOI) during the period 1994 to 2001, Lee, Chan, Faff and Kalev (2003) evaluated the presence and success of the short-term contrarian investment strategy. They showed that short-term contrarian profits are statistically significant when employing either value or equal weighted portfolio formation methodologies for all the combined full and size sorted portfolios. Lee et al. (2002) confirm that the main source of contrarian profits is ascribed to an over-reaction to firm-specific information and to a small percentage of lead-lag effect. They also showed that there is a negative relationship between size and return reversals. They found that the volume trading or seasonality, as well as measurement errors such as bid-ask bounce or risk, cannot fully explain these observed profits. However, once transaction costs were included the short-term contrarian profits vanished.
Pastor and Stambaugh (2001) examined if market wide liquidity has an important role for pricing common stocks. Using a monthly liquidity measure based on order flow they showed that fluctuations in aggregate liquidity is positively related to expected stock returns, even after controlling four other factors: market return, size, book-to-market and momentum. Pastor and Stambaugh (2001) found that liquidity is negatively related to return reversals during the period 1966 to 1999. In other words, lower liquidity has led to substantially higher return reversals. The result of Pastor and Stambaugh (2001) also showed that firm size is positively related to liquidity and negatively related to sensitivities to aggregate liquidity. Subrahmanyam (2005) investigated the short-horizon reversals by providing a model which includes both behavioral effects and risk-aversion-related inventory phenomena. Using returns measured by the mid-point quote minimizes concerns about bid-ask bounce. He confirmed the result of Jegadeesh (1990) that shows the monthly return reversal effect. Practically, the results showed that reversals in beliefs of financial market agents play a crucial role in monthly reversals. In other words, the returns are highly related to own-return lags rather than to lagged order imbalances. Avramov, Chordia, and Goyal (2006) demonstrated strong predictability and abnormal returns from a reversal strategy, which incorporates an illiquidity measure. They reported a considerable relationship between short-run contrarian and decrease in stock liquidity. In addition, they confirmed that reversal in weekly and monthly stock returns that have high turnover and low liquidity generate high negative serial correlation, especially to the loser stocks, result that is consistent with Campbell, Grossman and Wang (1993) and Conrad, Hameed and Niden's (1994) findings. While the effect of liquidity on autocorrelation is comparable at monthly and weekly frequencies, the effect of turnover on autocorrelation reverses at weekly frequencies. Price changes based on either exogenous selling pressure or public information are largely identified by trading volume. Avramov et al. (2006) showed that the highest abnormal returns before accounting for transaction cost resulted in lack of liquidity.
month. The finding confirms that applying adjustments of standard risk factor does not affect the return reversals. In addition, Hameed and Mian (2013) stress that the January effect does not influencet the inter-industry reversal because the industry sorting increases the contrarian monthly returns by a significant 0.43 percent for the months of February through December. They reconfirmed that illiquid stocks play a significant role in reversal in addition to stocks that experience a decrease in size and turnover, result consistent with Avramov et al. (2006) .
Regarding the previous studies, none of these studies have examined the presence of short-term contrarian effect at the Kuwait firms market. The research in this paper is motivated by the lack of Kuwait research to date into the predictability of Kuwait market and the need to investigate whether there is a short-term contrarian effect in the Kuwait stock exchange.
Empirical Methodology and Data
This study examines a 10- Beginning with December 2004, the sample firms are sorted in ascending order on the basis of monthly rates of return. 10 portfolios are then formed with an equal-rate of return in each portfolio. The firms with lowest returns are sorted in portfolio one, the next lowest in portfolio two, and so on with the best performers in portfolio ten. The performance of the two extreme portfolios, portfolio one and portfolio ten, are evaluated in the first through the 6 month after the formation of portfolios. Following DeBondt and Thlaer (1985) and Zarowin (1989 and 1990) , the two extreme portfolios are employed to investigate the performance of the zero cost (buy loser and sell winner) contrarian strategy in the subsequent holding periods. 
Results
Section 4.1 provides the findings of the short-term contrarian strategy for Kuwait market. Section 4.2 presents the risk-adjustment regression. Section 4.3 shows further analysis of the performance of winner and loser portfolios.
Realized Returns
Table 2 provides summary statistics for the winner and loser portfolios. Average monthly firm returns over the 113 observations of portfolios formation, after formation period, the first month losers is superior than winners by 3.12% [= 0.0255-(-0.0057)], with (t-stat 4.44), which is statistically significant. These findings confirm the finding documented by Zarowin (1989) for NYSE stocks over a longer study period of 1972 to 1985. To investigate how rapidly the short-term contrarian profits opportunities continue, this study has calculated the difference between the monthly performances of extreme portfolios in the 2, 3, 4, 5 and the 6-month after the formation of the winner and loser portfolios. The differences drop slightly in the subsequent months and they are still significant and positive: 1.67% in month 2, 1.20% in month 3, 1.07% in month 4, 1.14% in month 5. Eventually, the differences are 1.08% in month 6. Meaning that the short-term contrarian profits continue to work and the loser is superior to the winner.
Sine Kato and Schalheim (1985) and Ziemba (1990) find the presence of the January effect in Tokyo stock exchange. Panel B of Table 2 also details the findings during the January month only in Panel B, while Panel C of Table 2 reports the findings of the rest months from February to December. As showed by the findings documented in Panel B and C, there is a January effect during the study period. Clearly, January realized returns of the winner and loser is larger than those in the rest months. After portfolio formation, the first month losers is superior to winners by 4.52% [= 2.24% -(-2.28%)] in January and by 2.98% [= 2.58 -(-0.40%)] in February through December. Although the results suggest that the short-run contrarian strategy works in the Kuwait market, the January effect alone does not explain the observed contrarian profits.
Risk-Adjusted Returns
The risk-adjusted returns from investment portfolios are evaluated applying the following regression:
(1) Where = the returns to the investment portfolio = . = the return of loser portfolio, = the return of winner portfolio.
= the MSCI Kuwait market return, and are random error terms. The intercept term of equation (1) is Jensen's alpha represents the risk-adjusted returns to the investment strategy over the estimation period. If alpha is statistical significant, then this is evidence of abnormal returns. The slope coefficient is the regression loading corresponding to the market return factor of the model. The one-month T-Bill risk-free rate covering the full sample period from December 2004 to April 2014 is downloaded from Kuwait Central Bank. Table 3 reports the regression results for extreme portfolios. Jenson's alpha in Panel A refers to losers is superior to winner by a risk-adjusted return of 3.61% per month in the first month after the formation period. The estimates of the slope coefficient propose that the winner portfolio's systematic risk is higher than the loser portfolio's. 
International Journal of Business and Management Vol. 10, No. 1; 2015 This table details the average monthly holding period returns for the short-term contrarian strategy. The short-term contrarian strategy for all months (Panel A), the short-term contrarian strategy for January only (Panel B) , and the short-term contrarian strategy for February through December (Panel C) applied to KSX firms. winner refers to the portfolio composed of the 10% of firms that have the highest past one-month returns grouped in the Winner portfolio, while loser refers to the portfolio composed of the 10% of firms that have the lowest past one-month returns grouped in the Loser portfolio. The arbitrage portfolio "Difference" is to be held for 1, 2, 3, 4, 5 or 6 months. T-statistics presented in parenthesis are corrected for heteroskedasticity employing the White (2000) test . As can be showed in Panel C, when the regression is run for February through December months only, the loser is superior to the winners by a statistically significant profit amount of 3.40% even after adjustment for risk. Panel B indicates that the loser still outperform the winner by the largest economically amount of 5.33% with statistical significant (t-stat 2.99). The fact that there is still significant abnormal performance outside January; therefore, the January effect is a factor help in rising short-term contrarian abnormal return opportunities but it can't consider a critical factor in explaining this phenomenon. Table 3 reveals two main conclusions: Firstly, the short-term contrarian profits are statistically significant after systematic risk is taken into account in Kuwait firm market. Secondly, the January effect can't explain short-term contrarian profits.
Further Analysis of the Performance of Winner and Loser Portfolios
To test the source of profitability of the short-term contrarian strategy, this paper estimate Jensen's alphas for the winner and loser portfolios, using the following regressions:
(2) Where = the adjusted return for winner and loser portfolios = for the loser portfolio or for the Winner portfolio in month t and are random error terms. This table presents the CAPM regression results for monthly returns of the K=1 holding period for the short-term contrarian strategy. The short-term contrarian strategy for all months (Panel A), the short-term contrarian strategy for January only (Panel B), and the short-term contrarian strategy for February through December (Panel C) applied to KSX firms. The arbitrage portfolio "Difference" is to be held for 1 month. The CAPM regression is as follows:
, where R pt -R ft is the portfolio's excess return, is the market factor represented by the return on the MSCI Kuwait market index. T-statistics presented in parenthesis are corrected for heteroskedasticity employing the White (2000) test. Table 4 summarizes the results. Jensen's alpha for the loser and winner portfolios are positive in the first month after the portfolio formation. The alpha for the loser portfolio of 0.0266 is larger than the alpha for the winner portfolio in the same month -0.0096. As summarized in Panel B to C, the abnormal profits for the loser portfolio are positive and weakly significant by 4.31% and positive and statistically significant 2.19% per month for the January and for February through December, respectively. On the other hand, the winner portfolio is lower than the loser portfolio in every sup period. The alpha is statistically insignificant 1.02% for the January month, while
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The source of the short-term contrarian profits is very different between the US and Kuwait markets. Based on US stocks, Zarowin (1989) find that the short-term contrarian strategies are relatively equally division between the long and short positions. On the other hand, there is a strong asymmetry in the performance of the winner and loser portfolios in the Kuwait stock market. Given the persistent over performance of the winner portfolio and the significant abnormal profits observed for the loser portfolio, investors can keep short and long position in the extreme loser and winner portfolios. This table presents the CAPM regression results for monthly returns of the K=1 holding period for the short-term contrarian strategy. The short-term contrarian strategy for all months (Panel A), the short-term contrarian strategy for January only (Panel B), and the short-term contrarian strategy for February through December (Panel C) applied to KSX firms. winner represents the portfolio composed of the 10% of firms that have the highest past one-month returns grouped in the Winner portfolio, while loser represents the portfolio composed of the 10% of firms that have the lowest past one-month returns grouped in the Loser portfolio. The CAPM regression is as follows:
, where R pt -R ft is the portfolio's excess return, is the market factor represented by the return on the MSCI Kuwait market index. T-statistics provided in parenthesis are corrected for heteroskedasticity employing the White (2000) test.
Conclusion
This paper reveals strong evidence on the short-term contrarian profits in the Kuwait firm market. While the KSX and NYSE stock markets are different in terms of important aspects, both markets provide significant short-term profits. The characteristics of short-term contrarian profits, however, are different. The main conclusions are driven from this research: Firstly, the short-term contrarian strategy is still profitable after systematic risk is taken into account in Kuwait. Secondly, the short-term contrarian profits can't be attributed to the January effect for the Kuwait market. Thirdly, there is a strong symmetry between the performances of the winner and loser extreme portfolios.
The most important conclusion is that short-term contrarian profits Company regarding January effect can't be explained by January return. This evidence confirms the Zarowin's (1998) finding who shows the same result based on the US market and Chang, McLeavey and Rhee's (1995) finding based on the Japanese market results.
Given to the studies on the short-term contrarian strategies may contribute to our understanding of portfolio investment in the Kuwait stock market. Lo and MacKinaly (1990) proposed that the contrarian profits can be mostly explained by positive lagged cross-autocorrelations across stocks. Conversely, study by Jegadeesh and Titman (1993) finds that the lead-lag structure in stock prices provides minimal percentage of contrarian profits, and they attribute the large percentage of contrarian profit to market overreaction. Such challenges to understand the main reason behind the short-term contrarian profits should be discovered in future research to decide whether Kuwait short-term contrarian abnormal returns are due essentially to a lead-lag structure in stock price or to stock overreaction. 
